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1 A bank, not a fund 


Lucia Coppolaro and Helen Kavvadia 


Introduction 


Since its creation in 1958, the European Investment Bank (EIB) has served 
as the financial institution of the European Economic Community (EEC), 
then European Union (EU). This chapter analyzes the origin of the EIB by 
tracing the discussions among its six founding members (the Six) between 
1955 and 1957 that led to its creation.! The inception of the EIB should be 
understood by placing them in the negotiations leading up to the establish- 
ment of the EEC and considering the different aims its founding members 
pursued during these negotiations and how these differences were ulti- 
mately accommodated. Although the six countries together formed one of 
the highest developed regions in the world, with pronounced banking activ- 
ity and investment, they realized a common need. This need resulted from 
a market failure in stimulating regions lagging in terms of development.* 

The chapter firstly shows that the establishment of the EIB stemmed 
from the understanding that a financial institution would be required to 
direct capital toward underdeveloped regions and struggling industries to 
ensure a balanced transition to a common market — despite the marked 
differences between the economies of the member states — by deepening 
European economic integration. Beyond its institutional vocation — “work 
in close connection with the Commission of the European Economic 
Community and solely at the service of the Community”? — the mem- 
ber states sought equally market-making characteristics. They believed 
that such an institution would “contribute to the liberalization of capital 
movements? ...[and] the progressive unification of the capital markets of 
member countries.” The idea of establishing an autonomous lending insti- 
tution to improve the process of economic integration was consistent with 
the general attitude of the governments to the creation of the EEC - specific 
institutional measures would be required to minimize and offset the diffi- 
culties and negative effects that would predictably arise after the introduc- 
tion of a common market. 

Second, the chapter illustrates that, despite this common ground, no 
agreement existed on the exact function and structure of such a financial 
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institution. At one end of the spectrum, the government of the Federal 
Republic of Germany led those who supported the creation of a bank that 
would borrow from the international capital market to finance projects of 
a bankable nature. At the other end, the government of Italy wanted the 
establishment of a fund that would lend financial assistance here to projects 
or give grants from national budgetary sources to achieve social aims. The 
negotiations that ultimately led to the creation of the EIB oscillated between 
these two poles. However, the negotiations proved even more difficult in 
reaching an agreement on what exactly this institution should be doing. Its 
priorities, the way that it would finance itself, and finally its governance and 
management had been strongly debated and negotiated among the found- 
ing members. Divergent views were grounded in different approaches to the 
common market. 

The final decision to set up the EIB as a bank, rather than a fund, that 
could participate in international capital markets required the EEC mem- 
bers to not only provide the EIB with its own financial resources but also 
its own legal personality so that it could, by having autonomy of action, 
earn credibility within the capital markets. 

The decisions taken at the outset concerning the EIB led to the cre- 
ation of an institution with a unique dual nature, of a bank as well as 
a European body, which enabled: i) a perpetual self-financing ability, 
neither limited to nor burdening European and national budgets; ii) an 
availability of high volumes of funds to support ever-changing European 
objectives; iii) a tangible and lasting contribution to development as 
bankable projects are mostly viable, unlike those often funded through 
grants; iv) the liberalization of capital movements; and v) a participatory 
effort for the unification of European capital markets. Consequently, 
these decisions have had a long-lasting impact on European integration, 
visible to date.® 

The origins of the EIB have already been examined by the academic 
community.’ The chapter builds on the existing scholarly literature and is 
mainly based on archival sources, setting the stage for a book aiming to 
decipher the EIB. It posits that the need for establishing a financial institu- 
tion at the European level had been felt well before the signing of the Treaty 
of Rome. The need had been generalized, albeit to different degrees, as evi- 
denced by the proposals addressing the need put forward by both Southern 
and Northern countries of the Six. 

The chapter follows a chronological order, structured around main areas 
of concern. First, the chapter links the common market to the need for 
a financial institution; second, it presents the discussions concerning the 
founding of a financial institution that took place around the Spaak Report; 
then the chapter showcases the compromise reached among the founding 
members for the creation of a financial institution and it addresses the ele- 
ments that influenced the establishment of a bank instead of a fund; the 
main findings are presented in the conclusion section. 
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Centripetal forces linking the common market 
to a financial institution 


In the aftermath of WWII, Western European countries headed toward 
regional economic cooperation for reconstructing their economies, foster- 
ing economic growth, and enhancing political and social stability. In the 
framework of the European reconstruction, the promotion of investment 
took center stage in the regional cooperation and integration plans in the 
1950s. In 1949, the French government presented before the Organisation 
for European Economic Cooperation (OEEC) a schedule of investments to 
be carried out by a European investment fund. This suggestion, coined after 
the Minister of Finance as the Petsche Plan, foresaw a fund for increasing 
the competitiveness of European industries, promoting the member states’ 
balanced development, and improving their economic and social cohesion. 
Being the first recipient of an International Bank for Reconstruction and 
Development (World Bank) loan,’ France proposed an initiative inspired by 
the interventionist ideas of the intellectual leader such as Bretton Woods, 
John Maynard Keynes, and the Marshall Plan for post-war reconstruction 
efforts in Europe. The initiative responded to the beliefs that economic 
growth should be stimulated through investments and that the conditions 
of increased competition, following the establishment of an integrated com- 
mon market, ought to be offset by specific instruments to enable the member 
states to adapt to the new environment. Liberalization of trade would have 
to be accompanied by measures favoring the economic convergence of the 
participating countries. This plan, however, did not receive the support of 
the entire French government, nor was it supported by the politicians out- 
side France, who were opposed to the idea of harmonization and planning.’ 

In 1953, the Dutch Foreign Minister Johan Willem Beyen presented 
before the Council of Ministers of the European Coal and Steel Community 
(ECSC) a memorandum outlining a plan for wider economic integration 
through the establishment of a common market, also envisaging a European 
fund for modernizing and restructuring the economies of the member 
states.!° As a follow up of the so-called Stikker Plan of 1950, the Dutch 
aimed to set up a reconversion fund rather than an investment fund, but 
like the French proposal, it was grounded on the belief that the conditions 
of increased competition ought to be tempered by specific instruments. In 
response to the Dutch plan, the French government again put forward a 
plan for stimulating investments to increase the productivity of the indus- 
trial sector. The Dutch memorandum was not accepted by the Council of 
Ministers of the ECSC, so both the Dutch plan and the French proposal 
came to nothing. While neither the Dutch nor French initiatives specifi- 
cally described the methods by which their proposed funds would raise the 
required financial resources, both initiatives responded to the necessity for 
coupling the establishment of a common market with a finance institution 
to channel investments.!! 
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In May 1955, the Benelux Countries submitted before the ECSC a mem- 
orandum based upon the Beyen Plan of 1953. The plan advanced the sug- 
gestion to establish a common market, called for the sectorial integration 
of electricity, transport, and nuclear energy, and also proposed the creation 
of a reconversion fund. At the ECSC Messina Conference of June 1955, the 
plan for creating a common market was added to the agenda of the Six, and 
the plan for an investment fund was again put forward within this frame- 
work.!? The Italian delegation tabled a memorandum that emphasized that 
the countries forming a common market should facilitate the necessary 
adjustment of their economies through a reconversion fund and implement 
a policy favoring areas that lacked capital. Italy, therefore, called for the set- 
ting up of a European fund of integration, conceptualized in the Pella Plan, 
named after the incipient Italian minister who brought forward the pro- 
posal. An investment fund, which would channel the capital to regions — like 
the south of Italy — that traditionally lacked them. The German delegation 
also called for the establishment of a fund that would encourage productive 
investments and contribute to lessening the wide and social disparities in 
living standards between the regions of the future member states, interested 
in supporting among others the “Zonenrandgebiet,” the bordering areas of 
the Federal Republic of Germany facing difficulties in their supply chains.'4 
Having already suggested a coordination of investments in 1949 and again 
in 1953, France welcomed the idea of an investment fund. 

The Messina Conference’s final resolution called for a study on inte- 
gration in the transport and energy sectors and the establishment of a 
common market.l6 The foreign ministers agreed that economic integra- 
tion could be based on common institutions, a common market, coordi- 
nated social policies, a gradual fusion of national economies, and sectoral 
integration in the fields of energy and transportation. The resolution 
recommended suggested studying the possibility of creating a European 
investment fund aimed at Europe’s development, in particular the growth 
of the lagging regions of the participant states.!” 

The need for establishing a financial institution at the European level 
has been acting as a centripetal force for closer cooperation and increased 
integration between the Six. 


Centrifugal forces on the form and modalities 


The Messina Conference also witnessed centrifugal forces. The Six arrived 
at a basic agreement that the differences in their respective national eco- 
nomic structures would present obstacles to any integration. Certain regions 
were more developed than others; productivity varied among regions, mem- 
ber states, and sectors, and there were vast disparities in the availability 
of infrastructure in different parts of the member states. In such a case, 
the intensification of competition would exacerbate the existing inequal- 
ities across regions, states, and sectors. To overcome these obstacles and 
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ensure the smooth implementation of a balanced common market, large- 
scale investments were considered necessary. Thus, the establishment of an 
investment institution was widely regarded as a necessary corollary for the 
creation of a common market. Following the Messina Resolution, Foreign 
Ministers of the ECSC, therefore, agreed to set up an intergovernmental 
committee, headed by the Belgian Minister of Foreign Affairs Paul-Henry 
Spaak. The committee formed four commissions to deal with: i) conven- 
tional energy and nuclear energy; ii) transport and public work; iii) the 
common market; and iv) investments and social issues. The task to pos- 
sibly establish an investment and reconversion fund was assigned to the 
last commission, and because of the technicalities involved in creating a 
new investment fund, the task of examining related issues was assigned to 
a subgroup of experts chaired by the Italian Giuseppe Di Nardi.'® In pre- 
paring its report, the sub-group used as a reference point the Statute of the 
World Bank, the only international organization dealing with investments 
at that time. The report issued in October 1955 revealed a general agree- 
ment on the establishment of an investment fund. The agreement, however, 
ended there. Stances were polarized on functions, structure, governance, 
and management, and, broadly speaking, whether the institution had to be 
a bank or a fund.” 

Germany and the Benelux Countries supported the creation of a fund 
that borrowed on the international capital market to finance its lending, 
which would be based purely on economic needs and limited to productive 
investments. According to this approach, the fund had to be a bank that 
would provide bankable loans, and not grants, run with business princi- 
ples, and be independent from the political control of the member states. 
Germany firmly opposed the proposal for a fund financed by European 
and/or national budgets. Being the richest among the six countries in terms 
of GDP, Germany feared that it would be asked to make the greatest finan- 
cial contribution to the fund’s resources.”° 

Additionally, different countries had diverging views concerning the tasks 
of such a financial institution. The positions of France and Italy differed in 
important respects. For the French, the fund had to be established with a 
fairly broad function so that it could conduct operations in various fields, 
most notably regarding the rationalization of the productivity structure, the 
development of less-advanced regions, and the reconversion of enterprises. 
In principle, the fund would finance economically viable projects. This 
mode of financing would take a wide range of forms: from loans and guar- 
antees to straight subsidies, as well as allowances for workers to help them 
find new employment. Thus, the French considered that the fund ought to 
play a significant role in the private sector — as evidenced by the need for 
reconversion — and should also provide not only loans and guarantees but 
also redeployment allowances and grants. In this sense, France wanted a 
hybrid financial institution that would perform a social role in curtailing 
the negative effects that would likely arise from the implementation of a 
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common market. As for the financial resources, the fund would operate as 
a bank, with capital provided by the budget contributions of member states 
and the resources obtained by borrowing from the international capital 
market. France, therefore, wanted an institution that was essentially a bank, 
which could also act as a fund.” 

Italy pressed for a fund that could lend resources drawn from the 
national budgets of the member states and would explicitly prioritize 
the development of less-advanced regions. Having the least-developed 
economy and many of the poorest regions in Western Europe, Italy was 
determined to enshrine regional development as one of the fundamental 
imperatives of the EEC and the fund. Moreover, social consideration was 
to be considered in the lending decisions, thereby promoting the financ- 
ing of projects with a social dimension even if the financial return was 
expected to be low or nil. 

The Italian government adopted a policy for broadening the scope of the 
prospective community by offering support for those regions lagging behind 
their neighbors in terms of economic and social development. One of the 
main tasks of the community would be to reduce regional imbalances by 
boosting the development of the less-advanced regions. In this context, the 
fund should serve as a source for investments in the south of Italy. This pol- 
icy was reflected in Italy’s position with respect to the creation of the fund 
and the use of its resources.?? In short, according to Italy, the fund should 
channel capital to the south of Italy and consider social objectives and 
impacts when making any lending decisions.” The wide difference between 
the German and Italian position was well summarized by an official of the 
Italian Treasury, who suggested that while Italy longed for a kind of “Cassa 
per il Mezzogiorno,” Germany wanted a bank.” These differences over the 
aims and functions of the investment institution inevitably trickled down to 
the negotiations on its structure and governance. 

The compromise reached in the report of the sub-group on investments 
was then incorporated in the Spaak Report presented to the Ministers of 
Foreign Affairs of the ECSC in April 1956.75 The Spaak Report adopted 
the view that a fund was required to channel investments into the less- 
developed areas to provide a steady economic development and minimize 
the regional and social imbalances caused by increased competition. A pub- 
lic institution would mitigate the market effects of eliminating the barriers 
to the free circulation of productive factors. 

The Spaak Report put forward precise recommendations on the func- 
tions and structure of the proposed institution, adopting the German posi- 
tion over the Italian one. The institution would only finance investment 
projects that were expected to be productive in nature and might generate 
rental or other income. The sources for lending would be raised on the 
international capital market. This meant that the fund would operate as 
a bank and would be required to conduct itself as a credible borrower. 
Its creditworthiness would depend on its organization and governance as 
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well as the bankable nature of the financed projects. The Spaak Report 
suggested that the initial capital of the investment fund would have to be 
subscribed by the member states; in comparison with the World Bank’s 
basic capital of USD 10,000 million, the Spaak Report determined a figure 
of USD 1000 million for the new fund’s initial capital. Rather than making 
the full payment upfront, the initial capital needs to be paid only to the 
extent of 25%. Ultimately, the report’s model was designed with the inten- 
tion of reducing as far as possible the need to call upon the member states 
to make additional contributions and requiring the fund to make every 
effort to raise the resources on the capital markets. 

As for the structure of the fund, the peak body would be the Board of 
Governors, composed of representatives of the member states and of the 
European Commission. The Board of Governors would give directives to a 
managing board that would function according to accepted banking prin- 
ciples. In view of the fund’s dual role that entailed participating in inter- 
national capital markets while also implementing the European common 
market, its formal status was necessarily twofold: to be both an EEC body 
and a bank, an independent entity with legal personality. 

Concerning the functions of the fund, the Spaak Report endorsed both 
France’s and Italy’s requests, suggesting three fields of activities. First, the 
fund would finance projects of European character and interest — though 
no definition of this notion was given — which, on account of their size or 
nature, could not easily be financed by the individual states themselves. 
The second task would be to promote the development of underdeveloped 
areas through investments mainly in the public sector, especially infrastruc- 
ture such as roads, ports, and communication facilities. These investments 
were considered essential to generate greater employment opportunities 
and ensure a balanced and smooth implementation of the common market. 
The third field of action dealt with investments in the private sector and 
the reconversion and creation of new enterprises. This action was regarded 
as vital to help secure employment in conditions of increased productivity 
while enabling the best use of available resources. This policy was intended 
to prevent the closure of enterprises, worker dismissals, and work stoppages 
while increasing the prospects of re-employing workers who lost their jobs. 
Efforts to guarantee productive employment by refurbishing and/or restruc- 
turing enterprises or creating new ones were identified as priorities in view 
of their great social importance.?6 

The assumption evident in the Spaak Report’s analysis was that an invest- 
ment fund with its own capital and capable of operating in international 
markets as a borrower of the highest standing would be helpful to ensure 
the balanced implementation of the common market.” However, the Six 
had subsequent disagreements on the functioning, financing, and structure 
of the fund. Germany wanted to restrict the fund’s field of activity, in con- 
trast to France’s position, and confine the fund to financing only bankable 
projects. Italy, in turn, wanted the fund to concentrate on the development 
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of underdeveloped regions, considering social aspects in the due diligence 
process when financing decisions were to be made.?$ 

The Venice Conference of the Foreign Ministers of the ECSC in May 1956 
approved the Spaak Report and upheld it as the basis for the intergovern- 
mental negotiations on the creation of the EEC. As a result, discussions 
among the ECSC Six proceeded with the Spaak Report serving as a sort of 
blueprint for building a European financial institution.” 


Homogenizing the divergent positions 


After the Venice Conference, the last phase of the negotiations to establish 
what would become the EEC and the European Atomic Energy Community 
(Euratom) commenced in Brussels by the end of June 1956 and ended in 
February 1957. The heads of the national delegations formed an organiz- 
ing committee, chaired by Spaak, and set up two groups, one dealing with 
the creation of the common market and the other with the energy agency. 
Concerning the fund, the job of the Common Market Group (CMG) was to 
draft two articles defining the fund and its functions to be included in the 
Treaty of the EEC. A statute, to be annexed to the treaty, specifying all the 
characteristics of the fund was to be drafted by a subgroup. 

The crucial point of the bargain was figuring out how to balance the 
interests of the likely recipient countries and regions with the financial 
burden of countries that were to subscribe the major part of the institu- 
tion’s capital. Italy considered the financial institution’s loans or grants as 
a side payment by wealthy states for opening up the Italian market to for- 
eign competition and deepening integration with more competitive coun- 
tries. Thus, it worked toward maintaining the institution under the strict 
political control of the member states. On the contrary, Bonn held that 
the institution’s autonomy was crucial for maintaining the confidence of 
the bondholders and ensuring that the bank would direct its own activities 
without becoming a burden on national budgets. 

With respect to the fund’s functions, Germany and the Benelux Countries 
were in favor of limiting the operational scope of the institution, while 
France and Italy preferred to extend it. The CMG essentially accepted the 
proposal advanced by the Spaak Report and agreed to entrust the fund with 
several tasks: to favor the development of underdeveloped regions; to sup- 
port reconversion operations; to sponsor the creation of new enterprises; 
and to fund projects that, by their nature, could not be financed by any one 
member state on its own. Germany and the Netherlands wanted a general 
preamble in the treaty specifying that projects had to be of “European char- 
acter” and interest if they were to qualify for financing. Italy and France, 
on the other hand, preferred the approach of the Spaak Report that had 
mentioned the “European character and interest” clause only with reference 
to works that by their nature could not be financed by one member state.*° 
On top of this, France wanted the fund to have a broader role than that 
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assigned by the Spaak Report, additionally having the authority to finance 
projects aimed at modernizing enterprises.*! Italy supported France’s posi- 
tion but simultaneously wanted the fund to prioritize the development of its 
less-advanced regions and have this priority clearly stipulated in the articles 
of the Treaty of Rome based on which the treaty would be implemented.” 
Luxembourg, France, and Germany opposed Italy’s request, preferring 
instead to allow the fund a greater degree of freedom to decide its own lend- 
ing policy.* 

These differences over the function of the fund trickled down to other 
aspects of the institution. While Germany and the Netherlands wanted the 
fund to follow only the cost-effectiveness and economic utility criteria, Italy 
wanted it to also take social considerations into account, thereby allowing 
it to finance projects with a social dimension even if the financial return was 
expected to be low or nil. Thus, the fund could also grant financial aid and 
would not lend solely based on investment return.*4 

There was also disagreement with respect to the appropriate source of 
financial resources for the fund. The six governments agreed that the mem- 
ber states would, by subscription, provide the fund’s initial capital, which, 
on German insistence, would be denominated in US dollars and would 
amount to USD 1000 million. France had initially preferred the capital 
be denominated in European Payments Union (EPU) units of account, 
known as u.a.” so that the fund would not be anchored to the currency of a 
non-member state. For the moment, the German stance prevailed, and the 
US currency was chosen to improve the fund’s prospects for raising capital 
on the international market.% With regard to the resources, in Germany’s 
view, the fund would have to obtain its financial resources on international 
capital markets. On the contrary, for France and especially Italy, the fund 
could lend resources drawn from the national budgets of the member states. 
Germany firmly opposed this stance on the grounds that it would weaken 
the incentive of the fund to raise capital on international markets. As the 
richest among the six countries in terms of GDP, Germany feared that it 
would be expected to make the greatest financial contribution to supply the 
bank’s resources.*? 

Since the six governments neither agreed on the functions of the fund 
nor on the methods for raising its financial resources, they inevitably disa- 
greed upon the structure of the fund. Germany and the Netherlands argued 
that, if the fund were to be recognized as a credible borrower on interna- 
tional capital markets, it had to be afforded independence from the nation 
states. Accordingly, Germany proposed the establishment of a Board of 
Governors, whose members, representing the member states, would lay 
down the principles guiding the fund. A representative of the European 
Commission could also attend the meetings of the Board of Governors in 
a consultative capacity for ensuring the integration of European policies’ 
implementation. A Board of Directors with the right to decide on lending 
would be formed, together with an executive committee responsible for 
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the fund’s day-to-day management. Thus, the Netherlands and Germany 
wanted to set up an institution operating in the market, with salient banking 
features, similar in many respects to the World Bank, manifesting all the 
attributes necessary to confirm its autonomy and therefore credibility to the 
international capital markets.*® 

Italy wanted its institutional side to be more dominant, with the member 
states to maintain a more overt political control over the fund through the 
direct Council of Ministers of EEC and the Commission, thereby subjecting 
the fund to the political influence of the member states, which could shape 
the fund’s credit policy in line with their priorities and preferences. In this 
way, member states could have a direct control over an institution, which 
would be afforded its own resources, its own legal personality, and majority 
voting rule.*? 

The difficulties encountered in determining the fund’s structure 
stemmed from the need to reconcile two opposing dimensions. On the one 
hand, the fund had been conceived as an element within the framework 
of the common market, so its underlying character was to be part of the 
European governance architecture, with activities and functions linked 
to the EEC. On the other hand, as a financial institution that had to raise 
funds on the international capital market, the fund needed to have a struc- 
ture that could achieve and maintain the best credit rating; hence, it had to 
be free from the political influence of the member states. 


The final compromise: A dual entity 


The final agreement on the financial institution was reached in February 1957. 
As negotiations on the common market neared their conclusion, the gov- 
ernments prepared themselves to make the concessions necessary to strike 
a final agreement. At its core was the prospect of the German government 
to compromise on the functions of the fund while maintaining its position 
on the financing policy and structure. 

The first breakthrough was achieved when the six delegations agreed 
to drop the notion of “European interest and character” from the draft 
articles on account of its vagueness and geographical imprecision. At 
the same time, against France’s and Italy’s insistence that the institution 
should be permitted to finance projects for modernizing a particular 
branch of the economy, Germany decided to soften its opposition while 
keeping a firm attitude on the institutional structure on which the fund’s 
credibility and hence capacity to borrow depended. 

Germany accepted that the fund could be used to finance projects to 
support the reconversion, creation, and modernization of economic activi- 
ties. However, it refused to accept Italy’s demand that the fund be assigned 
a formal role in promoting the development of disadvantaged regions.*° 

Moreover, the ad hoc group agreed that the fund would normally finance 
projects located within the territory of the EEC members. However, as a 
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concession to France, projects could also be located outside the territory of 
the member states if the EEC’s Council of Ministers unanimously agreed 
to finance them. In the negotiations regarding the common market, France 
had requested that the former colonies be given a preferential trade associ- 
ation with the community and that the EEC members share in the financing 
of a development fund for those territories. The French government took 
a similar line in the negotiations concerning the fund and was ultimately 
successful in broadening the scope of the fund to certain projects outside 
the EEC.” 

By the beginning of January 1957, Germany’s stance on the structure of 
the fund was accepted. The Germans underlined the fund’s need to have a 
bank-like character, insisting that its lending policy had to be defined by the 
fund’s own organs. In this way, the fund would be identified as a credible 
borrower and not be a burden on the budget of the member states. Germany 
agreed that the member states had to be represented on the fund’s governing 
body, but because of the capital markets’ general distrust of political organ- 
izations, this organ had to be called the Board of Governors, as it is named 
in the World Bank, rather than the Council of Ministers, and had not been 
formally made a part of the EEC’s political governing structure. National 
governments could control the fund, but through an organ of the fund 
that avoided giving the impression that it was dependent upon an external 
political institution, namely the EEC’s Council of Ministers. As a result, 
the EEC Council of Ministers would act as the fund’s Board of Governors 
but would be an organ of the fund, formally distinct from the EEC’s 
Council of Ministers even though it would follow the same procedures and 
voting rules.” 

The decision on the Board of Governors opened the door to an agreement 
on the organ that would have the exclusive competence to approve loans and 
capital market operations, the Board of Directors, and on the connected 
question of the proportion of the capital to be paid by the shareholders. 

The Board of Directors would be appointed by the Council of Ministers 
or Board of Governors, which practically meant that each member state 
would appoint its own representatives. Germany wished its members to 
be independent of member states, while Italy wanted a stricter control on 
them. On voting procedure, Germany, France, and the Benelux Countries 
supported a weighting of votes according to the capital subscribed. 
Italy, on the contrary, held that each member of the council should have 
one vote.# 

The six countries agreed that they would pay up 25% of the capital to sub- 
scribe, as France had suggested. They also agreed on the respective share 
each state had to subscribe. Initially, the President of the CMG, the German 
representative Hans von der Groeben, suggested that | billion u.a. would be 
set as the bank’s start-up capital, with France and Germany each subscrib- 
ing 325 million, and Italy and the Benelux Countries providing 175 million 
each. As Germany and France would pay up more capital than Italy and the 
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Benelux Countries, the former would be entitled to appoint more represent- 
atives to the Board of Directors: Germany and France would appoint three 
directors, while Italy and the Benelux Countries would nominate two each. 
Italy, which desired to play a greater role in the bank and had sought equal- 
ity with France and Germany during the negotiations concerning the other 
EEC institutions, opposed these suggestions. It wished to have the same 
number of members on the Board of Directors as France and Germany 
and was also disposed to subscribe a higher share of capital. At the same 
time, Luxembourg requested for a reduction in its subscription of capital, 
for which it was prepared to renounce its right to appoint a member to the 
Board of Directors.*4 Eventually, the ad hoc group agreed on the share of 
capital that member states would subscribe according to the GDP of each 
shareholder and political agreements.* Each state’s subscription would be 
determined based on its GDP, its economic and political importance, and 
the overall mission of the fund. It also decided that France and Germany 
would subscribe the same share. 

The final decision was made in 1957 by the Conference of the Ministers of 
Foreign Affairs, which decided that Germany and France would subscribe 
300 million u.a., Italy — 240 million, Belgium — 86.5 million, Luxembourg — 
2 million, and the Netherlands — 71.5 million. The Board of Directors would 
consist of 12 members: France, Germany, and Italy would each nominate 
three directors, the Benelux Countries two, and the commission one. The 
European Commission would be represented with a right to vote, and the 
members of the Board of Directors would be independent in carrying out 
their functions. As Italy had requested, the votes would not be weighted, 
instead each member would have one vote.“ 

As for deciding on the name of the institution, differences had arisen. 

A suitable name was paramount to communicate to international mar- 
kets the character, credibility, and functionality of the institution. During 
the negotiations, the term “fund” was employed to describe the institution. 
However, differences remained as to whether to adopt this term or the term 
“bank.” The same problem had cropped up when the World Bank was 
established in 1944. Its initially chosen name had been the International 
Investment Fund. After receiving an unenthusiastic response from American 
bankers, who had misgivings about the name in terms of the institution’s 
credibility as a borrower, the moniker “bank” had been adopted instead. 
Similarly, Germany and the Netherlands wanted the new institution to be 
called the EIB.# The other member states also agreed that, as Germany had 
suggested, the fund be called the EBI in the hope of enhancing its credibility 
on the capital market.” 

Contrary to what had been decided in the CMG, the ad hoc group dis- 
missed the adoption of the US dollar as the reference currency. In line with 
France’s suggestion, it adopted the EPU u.a. so that the fund could have 
a European anchor and not be pegged to the currency of a non-member 
states.*° 
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As a result of the negotiations, the EIB was established based on 
Articles 129 and 130 of the Treaty of Rome. The organizational character- 
istics of the bank were mentioned in the statute annexed to the treaty. The 
EIB was given the role of promoting investments in the EEC by provid- 
ing loans and guarantees, funded mainly by borrowing from international 
capital markets. Article 129 enumerated the types of projects that the EIB 
could finance: projects of regional interest; projects of interest to entire 
industrial sectors or to more than one member state; projects stimulating 
the development of the less-advanced regions of the EEC; projects to mod- 
ernize, convert, or create European firms; and projects of common inter- 
est to more than one member that could not be financed some other way. 
However, Article 130 limited the role of the bank by specifying that finan- 
cial support for firms would be provided only when the size or nature of 
the investment project exceeded national financing capabilities. It is worth 
noting that Italy did not succeed in its attempts to include in the treaty a 
formal recognition for prioritizing underdeveloped regions. However, the 
preamble of the Treaty of Rome and Article 2 referred to the reduction 
of regional imbalances as a fundamental objective of the EEC. Moreover, 
in the protocol concerning Italy, attached to the Treaty of Rome, the Six 
recognized that Italy’s development would be a common objective of the 
EEC and that an adequate share of the EIB’s resources had to be allocated 
toward this aim.°! 

The EIB would be overseen by a Board of Governors composed of the 
ministers designated by each member state, usually their finance ministers. 
It had the task of shaping the general directives on lending policy, approving 
financial statements (including the balance sheet) and the annual report, 
making decisions on financing operations outside the EEC, and determin- 
ing capital increases. The Board of Governors was responsible for appoint- 
ing the Board of Directors, the Management Committee, and the Audit 
Committee. In appointing the members of the Board of Directors, the Board 
of Governors would accept nominations from the member states as well as 
the European Commission. The Board of Directors had exclusive compe- 
tence to decide upon the lending and borrowing operations, which would 
be based on majority voting. The third organ, the Management Committee, 
was the collegiate and resident executive board. Under the authority of the 
President and the supervision of the Board of Directors, it managed the 
day-to-day business at the bank, recommended decisions to the Directors, 
and was responsible for carrying them out. The President, or in his absence 
one of the Vice-Presidents, chaired the meeting of the Board of Directors. 


Conclusion 


The idea for establishing a financial institution was not new. It had already 
surfaced in the framework of the OEEC and was grounded on a common 
need, engendered from a market failure in stimulating economic growth 
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and achieving integration by balancing out the development of economi- 
cally backward regions and by redressing recessed economic sectors with 
appropriate funding. 

When the EIB was finally established, the nascent institution had unique 
features. The aim of establishing a bank that should borrow on interna- 
tional capital markets led the EEC members to afford this institution its 
own financial resources, legal personality, and majority voting. Moreover, 
because of the crucial role the new institution was expected to play in ensur- 
ing the smooth and balanced transition to the common market, the EIB was 
created to be immediately effective and operational. This outline made the 
EIB a trustworthy actor on the international capital market. The choice to 
set up an institution with its own legal personality and capital gave the EIB 
the credibility to assume a leading role in the financial market and receive 
the triple-A classification reserved for top-class issuers. 

The EIB was negotiated by balancing two exigencies: establishing an 
EEC body — linked to the objectives and economic policies of the mem- 
ber states — and creating a bank equipped to operate in the international 
capital markets. The resulting dual nature of the EIB has been its main 
feature. Since 1958, the scope of the EIB’s activities has expanded consid- 
erably and has evolved to adjust to the new environment and challenges.” 
As the EEC/EU extended its field of action and developed an enlarged set 
of common policies, the EIB did the same by adapting its lending oper- 
ations to the new circumstances. In the 1960s and 1970s, the action of 
the bank was focused on regional development. In the 1980s, the bank 
broadened the scope of its lending to the fields of energy and environ- 
mental conservation and support to technological innovation of small and 
medium enterprises. While regional development projects remained the 
EIB’s major responsibility, the bank diversified and extended its activi- 
ties to new sectors corresponding the priorities relevant to the umbrella 
organization, the EEC/EU. In this regard, the EIB showed that it was able 
to adapt to new circumstances and priorities filtering down from policy 
decisions made at the EEC/EU level. 

All in all, the decision enshrined in the Treaty of Rome to establish a 
financial institution independent of, but linked to, the EEC through the 
Boards of Governors and Directors has allowed the EIB to adapt itself in a 
flexible and pragmatic fashion to the new policies and problems concerning 
the EEC/EU while maintaining its credibility in the international capital 
market. 
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